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Introduction

One of the main purposes of patent law is to provide the inventor
of new, useful, and non-obvious products with an incentive to
innovate by securing him a limited monopoly in the financial
exploitation and marketing of his or her invention.1 The doctrine of
patent exhaustion provides the patent owner with an exclusive right
to control the first sale or use of the protected product, but once the
good is released into the marketplace and the owner has recouped a
financial benefit, his or her right to control the further destiny of the
product is exhausted.2
Over the past several decades, the United States (U.S.) Court
of Appeals for the Federal Circuit3 advanced a modified rule of
exhaustion in patent cases.4 Under this rule, the U.S. patent holder
can contractually restrict the first purchaser’s subsequent re-use or resale of the product.5 The concept of parallel imports presents a special
case in the application of the doctrine of exhaustion in patent law.
Parallel importing involves an initial authorized foreign sale of a
product protected by a U.S. patent, followed by the subsequent resale of the same product in the American market without the U.S.
intellectual property owner’s permission.6 Applying the doctrine of
exhaustion literally to the parallel imports scenario, the logical
conclusion is that the U.S. intellectual property owner should not be
able to control the subsequent re-sale of the product within the
American market because he or she has already received a financial
gain from the initial, authorized sale. Several opinions by lower
district courts and the Second Circuit have followed this reasoning,
holding that unless the U.S. intellectual property owner expressly
imposed ownership restrictions, the international rule of exhaustion

1. Writings of Thomas Jefferson at 47, 75-76 (Ford ed., 1895).
2. See e.g. Martin J. Adelman, The Exhaustion Doctrine in American Patent Law
(Apr. 1998) (paper presented at Fordham University School of Law Sixth Annual
Conference on International Intellectual Property Law & Policy); Margreth Barrett, The
United States’ Doctrine of Exhaustion: Parallel Imports of Patented Goods, 27 N. Ky. L.
Rev. 911, 912 (2000).
3. Hereinafter “Federal Circuit.” The Federal Circuit was created in 1982, and is
responsible for handling all appeals from the U.S. district courts in patent cases. The
Federal Circuit has played a very important role in developing patent law.
4. Mallenckrodt, Inc. v. Medipart, Inc., 976 F.2d 700, 703 (Fed. Cir. 1992); B. Braun
Med., Inc. v. Abbott Lab., 124 F.3d 1419, 1426 (Fed. Cir. 1997).
5. Mallenckrodt, 976 F.2d at 703; Braun Med., 124 F.3d at 1426.
6. See John S. Chard & C. J. Mellor, Intellectual Property Rights and Parallel
Imports, 12 World Econ. 69 (1989); Barrett, supra n. 2, at 914.
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applies in the context of parallel imports, and the initial buyer of the
product is free to resell the good in the U.S.7
The recent Federal Circuit Court of Appeals’ decision in Jazz
8
Photo Corporation v. Int’l Trade Comm. signaled an important
change in the U.S. patent law’s application of the doctrine of
exhaustion. In Jazz Photo, Fuji Photo Film Co. manufactured and
sold lens-fitted film packages (LFFPs)9 in the U.S. and abroad.10
Third-party Chinese firms refurbished the used cameras and re-sold
them to defendants, who subsequently imported the refurbished
products into the U.S.11 Despite finding that the refurbishment did not
constitute impermissible reconstruction12 of the LFFPs, the Federal
Circuit held that disposable cameras that the U.S. patentee originally
manufactured and sold abroad, but subsequently imported back into
the U.S. by the defendants, were not subject to the doctrine of
exhaustion.13 Raising the issue of exhaustion sua sponte, the Federal
Circuit stated that “imported [cameras] of solely foreign provenance
are not immunized from infringement of U.S. patents by the nature of
their refurbishment.”14
By limiting the application of the exhaustion doctrine to first
sales within the U.S., the Federal Circuit deviated from the previous
rule of modified international exhaustion, and granted the U.S.
patentee the right to prevent subsequent importation, re-sale, or use
of the products in the U.S. market even when its initial sale abroad
was unrestricted.15 The Supreme Court has denied certiorari for this
case,16 and currently the newly applied doctrine of territorial
exhaustion is the rule in the United States.

7. Dickerson v. Matheson, 57 F. 524, 529 (2d Cir. 1893); Curtiss Aeroplane & Motor
Corp. v. United Aircraft Engineering Corp., 266 F. 71, 78 (2d Cir. 1920); Sanofi, S.A. v.
Med-Tech Veterinarian Prods., Inc., 565 F. Supp. 931, 938 (D.N.J. 1983); Kabushiki Kaisha
Hattori Seiko v. Refac Tech. Development Corp., 690 F. Supp. 1339 (S.D.N.Y. 1988).
8. 264 F.3d 1094 (Fed. Cir. 2001), cert. denied, 122 S. Ct. 2644 (2002).
9. These are commonly referred to as “disposable cameras.”
10. 264 F.3d at 1105.
11. Id. at 1101, 1105.
12. 35 U.S.C.A. § 154 provides the patent holder with, among other rights, an
exclusive right to prevent the unauthorized “making” of the patented product. The
prohibition against unauthorized reconstruction of the patented product is an extension of
this language, because reconstructing a patented invention constitutes “making” it.
13. Jazz Photo, 264 F.3d at 1105.
14. Id.
15. Margreth Barrett, A Fond Farewell to Parallel Imports of Patented Goods: The
United States and the Rule of International Exhaustion, 12 Eur. Intell. Prop. Rev. 571, 576
(2002).
16. Jazz Photo, 264 F.3d at 1105.
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The Jazz Photo decision affects the expectations of the
international community in a number of ways. At the time TRIPs17
was adopted, the U.S. courts applied a modified international rule of
exhaustion, permitting parallel imports of patented goods absent a
contractual prohibition on the subsequent importation of the product
in the first sale abroad.18 The current switch undermines the ability of
foreign companies to export products purchased abroad into the U.S.
market, as well as export goods that incorporate U.S.-patented parts
originally sold abroad. Additionally, export-driven developing
countries have traditionally pushed for the international rule of
exhaustion in trade negotiations and in the debate over parallel
imports.19 As developing economies depend on exports for growth, it
is often advantageous for them to export U.S.-patented products back
into the U.S., selling them at lower prices than the U.S. patentee
charges U.S. purchasers. The Jazz Photo decision, therefore, signals
the increased likelihood of future debate with developing countries
on this topic. Finally, the discrepancy between the U.S. attitude
towards parallel importing and the doctrine of exhaustion, and the
conflicting Japanese position, suggests difficulties in future WTO and
international trade negotiations.
Section II of this article provides a basic introduction to the
doctrine of exhaustion as it applied to parallel imports in U.S. courts
prior to the Jazz Photo decision, and explains its departure from the
traditional rule of modified international exhaustion in U.S. courts.
Section III provides a three-part analysis of the decision’s
implications in the domestic and international sphere. Subsection A
analyzes the impact of the Jazz Photo switch on the TRIPs regime.
Subsection B addresses the existing uncertainties in the application of
the doctrine of exhaustion by major trading powers, such as Japan
and the European Union (“E.U.”). Finally, Subsection C assesses the
implications of the Jazz Photo decision to developing countries and
international harmonization of intellectual property protection rules.
Section IV proposes a change in U.S. judicial policy towards a
modified international rule of exhaustion, and discusses the
drawbacks of the recent switch to territorial exhaustion under Jazz
Photo. The article concludes that the switch to the rule of territorial
17. Agreement on Trade-Related Aspects of Intellectual Property Rights, Including
Trade in Counterfeit Goods, 33 I.L.M. 81 (1994) (hereinafter “TRIPs Agreement”).
18. See Barrett, supra n. 2, at 914.
19. Michelle M. Nerozzi, The Battle Over Life-Saving Pharmaceuticals: Are
Developing Countries Being “TRIPed” by Developed Countries?, 47 Vill. L. Rev. 606, 617
(2002).
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exhaustion in the Jazz Photo case is ill-advised and damaging to longterm free trade objectives and the ongoing international efforts to
harmonize intellectual property protection rights.

II. Background
A. International Exhaustion v. Territorial Exhaustion: The U.S. Position

The “international exhaustion” or “universality” rule provides
that the patent holder cannot control subsequent sales of the
protected product so long as the owner authorized the original sale,
whether that initial sale took place in the U.S. or abroad.20 Under the
international rule of exhaustion, if the U.S. patent owner authorizes
the initial sale in a foreign market, he will not be able to control the
foreign buyer’s ability to resell the goods in any market, including the
U.S.21 On the other hand, the “territorial” or “domestic” exhaustion
principle restricts the application of the doctrine of exhaustion to
products manufactured and initially sold in the U.S.22
Generally, American courts have adopted a modified rule of
international exhaustion rather than completely subscribe to either of
the above rules.23 According to the Federal Circuit a patent holder
can contractually restrict the first purchaser’s ability to resell or use
the product in the U.S., thereby avoiding the limitations of the
doctrine of exhaustion.24 The court clarified its position in a further
case, stating that “as a general matter . . . an unconditional sale of a
patented device exhausts the patentee’s rights to control the
purchaser’s use of the device thereafter . . . . This exhaustion doctrine,
however, does not apply to an expressly conditional sale or license.”25
The Second Circuit and lower U.S. District courts reached
analogous results in the parallel importation scenario, applying the
modified rule of exhaustion to situations involving subsequent
domestic re-sale or re-use of the foreign-sold patented goods in the
U.S. market.26 In the leading case of Curtiss Aeroplane, the Second
Circuit explained that by licensing the British government to utilize
the U.S.-patented product to build airplanes in Canada without any
20. Barrett, supra n. 2, at 914-915.
21. Id. at 915.
22. Id.
23. Id. at 916.
24. Mallenckrodt, 976 F.2d at 703.
25. B. Braun Med., 124 F.3d at 1426.
26. See Curtiss Aeroplane, 266 F. at 72; Sanofi, 565 F. Supp. at 938; Kabushiki Kaisha,
690 F. Supp. at 1344.
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contractual restrictions as to re-sale or re-importation, the plaintiffU.S. patentee (plaintiff held both U.S. and Canadian patents)
forfeited the right to sue for infringement when some of the planes
were subsequently resold in the U.S.:
The agreements will be searched in vain for any restriction or
condition as to the right to use or vend; in the absence of such
restriction we understand the law to be that the British government
obtained a full and unqualified right to use and sell the planes and
engines . . . and if the vendor has divided his monopoly into
different territorial monopolies, his sale frees the article from them
all. . . . [W]here there is no restriction in the contract of sale the
purchaser acquired the complete title and full right to use and sell
27
the article in any and every country.

A New York district court in Kabushiki Kaisha elaborated on the
above reasoning:
In general, the first sale of a product by a patentee or licensee
exhausts the patent monopoly, and deprives the holder of patent
rights of any further control over resale of the product. This
principle applies to an authorized first sale abroad by a patentee or
licensee who also has the right to sell in the United States.
Following such a sale, the holder of the United States patent rights
is barred from preventing resale in the United States or from
collecting a royalty when the foreign customer resells the article
28
here.

Thus, it appears that prior to, and following the adoption of
TRIPs in 1994-1995, the U.S. subscribed to a modified international
rule of exhaustion with respect to U.S.-patented products first sold
domestically or abroad.29 The U.S. intellectual property owner could
limit the application of the international exhaustion rule only through
express contractual language.30 However, the Jazz Photo decision,
which is discussed in the following sub-section, refueled the debate on
the application of patent exhaustion rules to parallel imports,

27.
28.
29.
30.

266 F. at 78.
690 F. Supp. at 1342.
Barrett, supra n. 2, at 914.
Id.
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suggesting that the Federal Circuit is not ready to reject the territorial
rule of exhaustion just yet.
B. The Jazz Photo Switch to Territorial Exhaustion
The Jazz Photo case involved the re-sale of refurbished
disposable cameras in the United States.31 Some of the disposable
cameras were originally sold and refurbish abroad, while others were
first sold in the U.S., but refurbished overseas, and subsequently resold in the U.S. market.32 In holding that cameras originally
manufactured and sold abroad by the patentee, but subsequently
imported into the U.S. infringed the U.S. patent, the Federal Circuit
adopted a clear rule of territorial exhaustion.33 The court stated in
relevant part:
Fuji states that some of the imported LFFP cameras originated and
were sold only overseas, but are included in the refurbished
importations by some of the respondents. The record supports this
statement, which does not appear to be disputed. United States
patent rights are not exhausted by products of foreign provenance.
To invoke the protection of the first sale doctrine, the authorized
first sale must have occurred under the United States patent. See
Boesch v. Graff, 133 U.S. 697, 701-703 (1890) (a lawful foreign
purchase does not obviate the need for license from the United
States patentee before importation into and sale in the United
States). Our decision applies only to LFFPs for which the United
States patent right has been exhausted by first sale in the United
States. Imported [cameras] of solely foreign provenance are not
immunized from infringement of United States patents by the
34
nature of their refurbishment.

The Jazz Photo decision represents an important change in the
U.S. application of exhaustion principles to the case of parallel
imports. The transformation of the doctrine of exhaustion as it
applies in the U.S. and to its trading partners carries important
implications for international trade, developing countries, and
harmonization of intellectual property protection rules within the
TRIPs framework. The following section examines these implications
31.
32.
33.
34.

Jazz Photo, 264 F.3d at 1098.
Id.
Id. at 1104.
Id. at 1105.
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in greater detail, and highlights some of the problems the Federal
Circuit created by switching to the territorial exhaustion regime.

III. Analysis
The Jazz Photo decision will affect the international community
in several ways. First, the Jazz Photo switch to the territorial rule of
exhaustion adds to the uncertain state of the exhaustion doctrine and
its application to parallel imports under Article 6 of TRIPs, which
provides that there is no affirmative consensus on the issue of
exhaustion and parallel imports.35 Moreover, the territorial
exhaustion approach, as adopted by the Jazz Photo court, is less
consistent with the overall TRIPs framework than an international
rule of exhaustion. Second, the Federal Circuit’s decision creates a
discrepancy in the application of the doctrine of exhaustion by the
U.S. and Japan. Third, the Jazz Photo switch to the territorial rule
complicates the harmonization of intellectual property rules within
the TRIPs and WTO framework. While the Federal Circuit’s decision
does not ignore the recent agreement between TRIPs members to
allow countries to adopt their own intellectual property exhaustion
rules, Jazz Photo is inconsistent with the harmonization goals set
forth in the multinational treaty.36
A. Jazz Photo and the TRIPs Regime

The TRIPs Agreement has been in effect in the U.S. since
January 1, 1996.37 The agreement obligates the U.S. to harmonize its
intellectual property laws with those of the other TRIPs signatories in
specific ways.38 However, as the discussion below will show, the
signatories went to great lengths to ensure that none of the TRIPs
provisions could definitively resolve the issue of exhaustion.39

35. TRIPs Agreement, Art. 6 (Jan. 1994), 33 I.L.M. 87. Article 6 of the TRIPs
Agreement provides: “For the purposes of dispute settlement, subject to the provisions of
Articles 3 and 4 above nothing in this Agreement shall be used to address the issue of the
exhaustion of intellectual property rights.”
36. Doha Ministerial Declaration on the TRIPs Agreement and Public Health, Art.
5(d), (Nov. 14, 2001), 41 I.L.M. 755.
37. The Uruguay Round Agreements Act, Pub. L. No. 103-465, §§ 532, 533, 108 Stat.
4809, 4983-90 (Dec. 8, 1994).
38. Preamble to the TRIPs Agreement, 33 I.L.M. 83 (1994).
39. Daniel Gervais, The TRIPs Agreement: Drafting History and Analysis, § 2.39A-D
(London, 1998).
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Article 6 Disclaims Any Position on the Rules of Patent Exhaustion

Exhaustion of intellectual property rights was one of the most
difficult issues during the negotiation of TRIPs, with some countries
asserting the territorial rule of exhaustion and others arguing for an
international rule of exhaustion.40 Consequently, the parties failed to
reach common ground on the question of exhaustion and excluded it
from the WTO’s dispute settlement mechanism altogether.41 Articles
6 and 28 of the TRIPs Agreement are the primary textual sources that
govern the issue of parallel imports and exhaustion of intellectual
property rights. Article 6 reads: “For the purposes of dispute
settlement under this Agreement, subject to the provisions of Articles
3 and 4 above nothing in this Agreement shall be used to address the
issue of the exhaustion of intellectual property rights.”42 At the same
time, Article 28 section 1(a) of the Agreement grants the intellectual
property owner the exclusive right to “prevent third parties not
having [the owner’s] consent from the acts of: making, using, offering
for sale, selling, or importing [the protected product].”43 At first
glance, it would seem that Article 28 conflicts with Article 6, as the
former seems to grant the patent holder an exclusive importation
right. However, Article 28-1(a) is qualified by footnote (a), which
states that: “This right, like all other rights conferred under this
Agreement in respect of the use, sale, importation or other
distribution of goods, is subject to the provisions of Article 6.”44 The
cross-reference between Article 28 and Article 6 evidences the
drafters’ intent to avoid the question of exhaustion and its effect on
the exclusive right to prevent unauthorized importation of the
protected product.45 According to Abbott, there is a general
consensus in the international legal community that the text of this
article permits individual WTO members to adopt their own rules of
decision in disputes involving parallel trade.46 Moreover, Abbott
argues that nothing in the text of TRIPs prohibits the TRIPs member
countries from applying the exhaustion policy best suited for their
economic and policy needs at any given time.47 Thus, the text of the
40. Id.
41. Gervais, supra n. 39, §2.39; TRIPs Agreement, Art. 6.
42. TRIPs Agreement, Art. 6.
43. Id. Art. 28-1(a) (emphasis added).
44. Id. Art. 28-1(a), footnote (a).
45. Frederick Abbott, The TRIPS-Legality of Measures Taken to Address Public
Health Crises: a Synopsis, Widener Law Sympo. J. 71, 78 (2001).
46. Id. at 79.
47. Id.
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TRIPs Agreement itself leaves little doubt that member countries are
free to adopt an international rule of patent exhaustion without
violating their treaty obligations. Therefore, it follows that U.S.
courts’ practice of permitting parallel imports under a modified rule
of international exhaustion prior to the adoption of TRIPs was
entirely consistent with Articles 6 and 28 of the TRIPs Agreement.
2.

Congress Approved the U.S. Courts’ Adherence to a Modified Rule of
International Exhaustion in Implementing TRIPs

Moreover, it also appears that Congress ratified the U.S. courts
and the U.S. executive branch’s support of a modified international
rule of patent exhaustion when it implemented TRIPs.48 Following the
TRIPs negotiations, President Clinton stated two things.49 First, the
agreement did not affect the U.S. legal approach to parallel
importation of protected intellectual property goods.50 Second, the
Agreement did not require any changes to existing law on U.S.
treatment of parallel imports, even though the TRIPs importation
right “added to the [patentee’s] current right[s].”51 When Congress
implemented TRIPs domestically in the Uruguay Round Agreement
Act, it adopted the executive’s position in the legislative history,
emphasizing that the new legislation would not affect U.S. law or
practice relating to parallel importation of products protected by
intellectual property rights.52 By amending §§ 154(a) and 271(a) of the
Patent Act to provide the U.S. patentee with an exclusive importation
right, Congress did not intend to alter the existing U.S. legal rules on
patent exhaustion.53 Thus, as evidenced by Congress’s position in the
48. See Barrett, supra n. 15, at 576.
49. Message from the President of the United States Transmitting the Uruguay
Round Trade Agreements, Texts of Agreements Implementing Bill, Statement of
Administrative Action and Required Supporting Statements, H.R. Doc. 103-316 (Dec. 8,
1994) (reprinted in 1994 U.S.C.C.A.N. 4040, 4280, 4297). This statement accompanied the
implementing legislation (hereinafter “Executive Statement”).
50. Id.
51. Id.
52. The Uruguay Round Agreements Act, Pub. L. No. 103-465, § 102(d), 108 Stat.
4809, 4814 (1994). Congress explicitly approved the executive’s administrative statement
in Section 102(d) of the Act, noting: “The statement of administrative action approved by
Congress under section 101(a) shall be regarded as an authoritative expression of the
United States concerning the interpretation of the [TRIPs Agreement] and [the Uruguay
Round Agreements Act] in any judicial proceeding in which a question arises concerning
such interpretation or application.”
53. The Uruguay Round Agreements Act, Pub. L. No. 103-465, 108 Stat. 4809, 4983-90
(1994).
Amended §154(a)(1) (codified at 35 U.S.C. §154(a)(1) (1994)) reads:
Every patent shall . . . grant to the patentee . . . the right to exclude others from
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implementing legislation, the Uruguay Round Agreements Act
provides the U.S. patent owner with an importation right qualified by
the doctrine of exhaustion.
This interpretation also comports with the idea that the U.S.
patent owner cannot prevent the domestic re-sale and re-use of U.S.patented products initially sold domestically without contractual
restrictions.54 A situation involving importing the product back to the
U.S. market after an unrestricted sale overseas by the U.S. patentee is
analogous to a situation where the same product is sold domestically
without contractual restrictions and then subsequently re-sold on the
domestic market.55 Given the existing limitations on the U.S.
patentee’s rights to control the re-use and re-sale of the patented
product after the initial authorized sale,56 a subsequent importation of
the patented product after an initial authorized and unrestricted sale
abroad by the U.S. patent holder should not infringe the U.S. patent.57
Thus, it seems that Congress intended to limit the new importation
right by the modified rule of international exhaustion, and the
Supreme Court’s treatment of this issue in the context of U.S.
copyright law supports this conclusion.58
The discussion above argues that at the time TRIPs was
implemented, Congress maintained a favorable position toward the
legality of parallel imports of patented goods.59 The decisions in
Curtiss Aeroplane, Sanofi, and Kabushiki Kaisha indicate that prior to
the adoption of TRIPs, the U.S. patent owner could block parallel
imports of U.S.-patented products originally sold abroad only through
making, using, offering for sale, or selling the invention throughout the United
States or importing the invention into the United States, and if the invention is a
process, of a the right to exclude others from using, offering for sale or selling
throughout the United States, or importing into the United States, products
made by that process referring to the specifications for the patentee thereof.
Amended §271(a) (codified at 35 U.S.C. § 271(a) (1994)) provides:
Except as otherwise provided in this title, whoever without authority makes,
uses, offers to sell, or sells any patented invention, within the United States or
imports into the United States any patented invention during the term of the
patent therefore, infringes the patent.
54. See Barrett, supra n. 2, at 953.
55. Id.
56. Mallenckrodt, 976 F.2d at 703 (holding that the U.S. patentee cannot control
subsequent re-sale or re-use of the product after the initial authorized sale absent express
contractual restrictions)
57. Barrett, supra n. 2, at 952-953.
58. Quality King Distribs., Inc. v. L’anza Research Intl, Inc., 523 U.S. 135, 144 (1998)
(holding that Copyright Act §602(a) importation right must be construed in conjunction
with §109(a), which codifies the doctrine of exhaustion).
59. Barrett, supra n. 15, at 573-576.
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contract.60 Moreover, the legislative history of the Uruguay Rounds
Agreement Act clearly established Congressional intent not to
overturn the U.S. courts’ jurisprudence on the issue.61 Thus, while
some commentators characterized the U.S. legal system as following a
territorial rule of exhaustion at the time TRIPs was adopted,62 such a
position is not supported by the existing U.S. case law and is
inconsistent with the Congressional intent embodied in the Uruguay
Round Agreement Act.63 In this context, the recent switch by the
Federal Circuit to the territorial rule of exhaustion in patent cases
lacks justification, and only adds to the existing uncertainty in the
application of exhaustion rules within the TRIPs framework.
However, one important counter-argument should be
considered; namely, the fact that U.S. negotiators pushed hard for the
new importation right to be included in TRIPs.64 Many commentators
who analyzed the TRIPs negotiations felt that this push suggested
that the U.S. officially subscribed to a territorial rule of exhaustion.65
There is some support for this conclusion. For example, Abbott
argues that the U.S. pharmaceutical industry lobbied intensively to
prevent the TRIPs Agreement from adopting a generous stance on
parallel imports.66 Also, according to Jehoram, the Clinton
administration opposed international exhaustion during TRIPs
negotiations, as well as in the context of the two subsequent WIPO
treaties adopted in 1996.67 Finally, the U.S. pharmaceutical companies
continue to advocate for a broader interpretation of Article 28 of
TRIPs, maintaining their protectionist posture toward parallel
imports.68 This line of reasoning would imply that the Jazz Photo
60. Id. at 573.
61. Id. at 576.
62. S.K. Verma, Exhaustion of IPRs and Free Trade – Article 6 of the TRIPs
Agreement, 29 Inter. Rev. Indus. Prop. & Copyright L. 534, 536 (1998).
63. Barrett, supra n. 2, at 984.
64. Claude E. Barfield & Mark A. Groombridge, Parallel Trade in the
Pharmaceutical Industry: Implications for Innovation, Consumer Welfare, and Health
Policy, 10 Fordham Intell. Prop., Media & Ent. L.J. 185, 198 (1999).
65. Id. at 197.
66. Abbott, supra n. 45, at 72.
67. Herman Cohen Jehoram, Prohibition of Parallel Imports Through Intellectual
Property Rights, 30 Internat. Rev. Indus. Prop & Copyright 495, 506-508 (1999). The
treaties that Jehoram referred to were the WIPO Copyright Treaty and the WIPO
Performances and Phonograms Treaty, adopted in December, 1996 as supplementary
agreements to the Berne Convention. Both treaties included provisions similar to Article 6
of the TRIPs, with members countries “agreeing to disagree” on the issue of exhaustion.
According to Jehoram, the stalemate resulted because the Americans insisted on an
absolute import right for U.S. copyright holders (i.e. domestic exhaustion).
68. Nerozzi, supra n. 19, at 617.
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decision was not really a “switch” at all, because the U.S. officially
advanced a rule of territorial exhaustion during and after TRIPs
negotiations.69
In rebuttal, it is possible to argue that the present U.S. case law
generally accepts the legality of parallel imports for two reasons.
First, in implementing TRIPs, Congress did nothing to overturn the
courts’ practice. Second, Congress also approved of the President’s
assertion that the TRIPs Agreement would not alter the legal
approach to parallel imports.70 Thus, regardless of the position
asserted by the U.S. pharmaceutical sector during and after
implementation of TRIPs, legislative history clearly supports the
conclusion that the U.S. courts’ application of a modified rule of
international exhaustion was left undisturbed.
3.

An International Rule of Patent Exhaustion is More Consistent with the
Overall TRIPs Framework

More importantly, one should analyze which rule of exhaustion is
more preferable under the TRIPs framework. According to the
general international consensus, TRIPs itself disclaims any position
on the question of exhaustion.71 It follows that the U.S. could
legitimately apply any rule of exhaustion most preferable to its
domestic market needs without necessarily upsetting any expectations
of other TRIPs parties.72 However, this article agrees with Abbott and
other commentators that an international rule of exhaustion
resembles the general policies embodied in TRIPs and the WTO.73
Support for this argument is found in several sources in the text
of the TRIPs Agreement and in the recent Doha Declaration. First,
the Preamble to TRIPs asserts that the main goal of the Agreement is
to “reduce distortions and impediments to international trade.”74 A

69. Verma, supra n. 62, at 536; See Ana M. Pacon, What Will TRIPs Do For
Developing Countries?, in From GATT To TRIPs – The Agreement on Trade-Related
Aspects of Intellectual Property Rights 329, 337 (Friedrich-Karl Beier & Gerhard
Schricker, eds. 1996); See also Jehoram, supra n. 67, at 508.
70. The Uruguay Round Agreements Act, Pub. L. No. 103-465, § 101(a), 108 Stat.
4809, 4908-90 (1994).
71. Id.
72. Id.
73. See Frederick M. Abbott, First Report (Final) to the Committee on International
Trade Law of the International Law Association on the Subject of Parallel Importation, 1 J.
Intl.. Econ. L. 607, 634-35 (1998); Barrett, supra n. 2, at 578; Carlos Correa, Intellectual
Property Rights, the WTO and Developing Countries: The TRIPs Agreement and Policy
Options 1, 82 (London and New York, 2000).
74. Preamble to the TRIPs Agreement.

320

HASTINGS COMM/ENT L.J.

[25:307

more protectionist territorial approach undercuts this overriding goal
of the agreement by restricting imports. Next, Articles 6, 28, 31 and 51
also reflect a trend towards internationalization of intellectual
property rights, in spite of the option within Article 6 that member
countries may follow the exhaustion rule of their preference.75 While
it is fairly clear that Articles 6 and 28 (including its famous footnote)
do not obligate members to provide the patent-holder with an
unqualified right of importation, implicit in this proposition is the
idea that the title-holder’s importation rights will in fact be tempered
by the rule of international exhaustion when a TRIPs country chooses
to apply such a rule in its domestic legal system.76
Moreover, one can argue that the compulsory licensing
provisions in Article 31, when viewed together with Article 6, also
contemplate the possibility that Article 28’s importation right can be
limited by an international rule of exhaustion.77 Article 31 permits a
TRIPs member to utilize the foreign patent without prior
authorization from the patent owner when the use is justified by “a
national emergency or other circumstances of extreme urgency.”78
One can imagine a scenario where one TRIPs nation (country A)
authorizes the compulsory licensing of a U.S. patent predominantly
for local use and reimburses the patent holder sufficiently, while
another TRIPs nation (country B) applies a rule of international
patent exhaustion that makes the importation of the good from
Country A lawful. This situation would be entirely legal under the
existing TRIPs framework. As discussed, Article 6 permits the TRIPs
signatories to adopt an international rule of exhaustion if they prefer
to do so, while Article 31(b) authorizes the TRIPs member to license
the U.S. owner’s patent for public emergencies.79 Together, the two
provisions prevent the U.S. patent owner from restricting the parallel
importation of the patented product into Country B’s market, even if
the patent owner objects to the grounds on which the compulsory

75. Correa, supra n. 73, at 85.
76. Id. at 84.
77. Id. at 84-85.
78. TRIPs Agreement, Art. 31(b). It is important to note that subsection (f)
authorizes such use of the patent by the national government “predominantly for the
supply of the domestic market of the Member.” This means that a TRIPs signatory
authorizing compulsory licensing of a foreign holder’s pharmaceutical patent must ensure
that the drugs produced under the compulsory license will be used primarily to meet the
medical needs of its domestic consumers. Also, subsection (h) requires the licensing
government to pay the patent holder “adequate remuneration . . . taking into account the
economic value of the authorization.”
79. TRIPs Agreement, Arts. 6, 31(b).
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license was granted by country A. As long as the first disposition of
the product in Country A is accomplished by complying with Article
31 requirements and the patent holder is given sufficient
compensation, the patent holder’s rights with respect to other TRIPs
signatories would be exhausted, and Country B could legally
authorize the parallel importation of the licensed good from country
A. In fact, the Doha Declaration supports such a result by allowing
member countries the “freedom to determine the grounds upon
which [compulsory] licenses are granted” and by leaving “each
member free to establish its own regime for . . . exhaustion without
challenge.”80 Thus, even though the U.S. can technically stop the
importation into the U.S. market of the product licensed in Country
A by adopting a territorial rule of exhaustion (as in Jazz Photo), it is
equally permissible for another TRIPs signatory to authorize such
importation into its own market by enacting an international rule of
exhaustion. The fact that the compulsory license must be granted by
Country A to primarily supply its own domestic market does not
completely prohibit exporting some of the licensed product into
Country B which authorizes parallel imports under an international
exhaustion regime.
The recent interpretation of Article 6 in the Doha Declaration,
which permits members to adopt an international patent exhaustion
rule, coupled with the compulsory licensing framework established by
TRIPs, is more in tune with an international rule of exhaustion,
particularly given the public health needs of the developing countries
81
and their desire “to promote access to medicines.” Article 6 of the
Doha Declaration supports the argument that TRIPs members
contemplated an international rule of exhaustion when they clarified
their interpretation of the TRIPs provisions.82 The TRIPs signatories
recognized that many WTO members have insufficient technical and
manufacturing capacity to “[make] effective use of compulsory
licensing,” and that such a developing country may choose to gain
access to medicines by authorizing their importation from a TRIPs

80. Doha Ministerial Declaration on the TRIPs Agreement and Public Health, Art.
5(b) & (d), (Nov. 14, 2001), 41 I.L.M. 755. Article 5(b) provides in full: “Each member has
the right to grant compulsory licenses and the freedom to determine the grounds upon
which such licenses are granted.” Article 5(d) reads: “The effect of the provisions in the
TRIPs Agreement that are relevant to the exhaustion of intellectual property rights is to
leave each member free to establish its own regime for such exhaustion without challenge,
subject to the MFN and national treatment provisions of Articles 3 and 4.”
81. Id., Art. 4 (Nov. 14, 2001), 41 I.L.M. 755.
82. Id., Art. 6 (Nov. 14, 2001), 41 I.L.M. 755.
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member that can take advantage of the compulsory license and
produce the needed drugs domestically.83
Finally, Article 51 requires TRIPs members to apply certain
“border measures” to prevent the importation of pirated or
counterfeit copyright goods, but this requirement is qualified by a
footnote, which states: “It is understood that there shall be no
obligation to apply such procedures to imports of goods put on the
market in another country by or with the consent of the right
holder.”84 This provision means that TRIPs members do not have to
apply border measures to prevent the parallel importation of
products consensually sold in other countries by the title holder.85
Thus, it seems that Article 51 indirectly permits the importing country
to apply its own rule of international exhaustion, thereby avoiding its
obligation to prevent the importation of “counterfeit or pirated
copyright goods.”86 Even though Article 51 only addresses copyrights,
it is not a stretch to argue that a similar limitation on border measures
may apply with respect to infringement of patent rights.87 Moreover,
from the globalization point of view, an international rule of
exhaustion is more consistent with the overall TRIPs/WTO
framework. This issue is discussed more fully in subsections B and C
below.
The Jazz Photo decision applies a rule of territorial exhaustion,
which seems to be less preferable within the TRIPs/WTO framework.
The compulsory licensing mechanism established in TRIPs and the
recent re-examination of Articles 6 and 31 in the Doha Declaration
suggest that TRIPs members are free to authorize parallel imports,
and that some developing countries facing serious public health issues
might be expected to follow an international exhaustion regime.88
Moreover, given Japan’s recent adoption of a modified international
rule of exhaustion, and developing countries’ continued push for
international exhaustion, the Jazz Photo decision makes it more
difficult to attain international harmonization in the parallel imports
scenario. The next two subsections of the article discuss this conflict
in more depth.

83. Id., Art. 6 (Nov. 14, 2001), 41 I.L.M. 755.
84. TRIPs Agreement, Art. 51.
85. Correa, supra n. 73, at 84-85.
86. TRIPs Agreement, Art. 51.
87. Id. at 85.
88. See Doha Ministerial Declaration on the TRIPs Agreement and Public Health,
(Nov. 14, 2001), 41 I.L.M. 755.
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Discrepancies in the Application of the Doctrine of Exhaustion by the
United States, European Union and Japan

According to Verma, at the time TRIPs was adopted, the
European Economic Area applied community-wide international
exhaustion, while Japan and the developing countries tended to
follow international exhaustion.89 The discussion below considers the
approaches of the U.S., the European Union (E.U.), and Japan in
applying the doctrine of exhaustion to parallel imports, and considers
the impact of the Jazz Photo decision on the international state of the
doctrine.
1.

The U.S. Approach

As discussed above, at the time TRIPs was adopted, the U.S.
followed a modified international patent exhaustion rule.90 This
meant that patent rights in initial sales overseas were exhausted
unless the purchaser was otherwise contractually restricted.91
Nevertheless, some commentators characterized the U.S. system as
national or territorial exhaustion based on their reading of cases like
92
93
Adams v. Burke and Boesch v. Graff, with the former decision
establishing the principle of patent exhaustion in U.S. patent law, and
the latter one limiting it strictly to the domestic sale of patented
products.94 However, such analysis overlooks important U.S. lower
court decisions that point in the direction of a modified international
rule of exhaustion, which is more favorable to the treatment of
parallel imports.95 The Second Circuit explained in Curtiss Aeroplane
that Boesch applies only to a situation where the U.S. patentee has
not participated in any way in putting the infringing article on the
domestic market, either via an authorized first sale or a licensing
arrangement.96 The Second Circuit further clarified its understanding
of Boesch and the doctrine of patent exhaustion:

89. Verma, supra n. 62, at 536; Vincent Chiapetta, The Desirability of Agreeing to
Disagree: the WTO, TRIPs, International Exhaustion and a Few Other Things, 21 Mich. J.
Intl. L. 333, 349-50 (2000).
90. Barrett, supra n. 2, at 919.
91. Id.
92. 84 U.S. 453, 456 (1873).
93. 133 U.S. 697 (1890).
94. Verma, supra n. 62, at 536.
95. Barrett, supra n. 2, at 919.
96. 266 F. at 77.
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[W]hen [the patentees] have made and vended to others to be used
one or more of the things patented, to that extent they have parted
with their exclusive right. They are entitled to but one royalty for a
patented machine, and consequently, when a patentee has himself
constructed the machine and sold it, or authorized another to
construct and sell it, or to construct and use and operate it, and the
consideration has been paid to him for the right, he has then to that
extent parted with his monopoly, and ceased to have any interest
whatever in the machine so sold or so authorized to be constructed
and operated.
The purchaser of a patented article from a territorial licensee (one
whose rights are limited to a restricted territory) may, unless there
is a specific agreement to the contrary, use the article so purchased
outside of the territory without interference from the patentee. The
article is no longer within the monopoly of the patentee, and the
97
purchaser can use it anywhere.

Regardless of whether one characterizes the U.S. rule prior to
Jazz Photo as that of territorial or modified international exhaustion,
the discrepancy with Japan and developing countries on the subject of
patent exhaustion and parallel imports created by the Federal
Circuit’s ruling in Jazz Photo is troubling. While countries like Japan
seem to be moving toward the international rule of exhaustion and
free trade principles that underlie the WTO/TRIPs framework, the
U.S. took a step back from harmonizing with the rest of the world in
Jazz Photo. The uncertainty over patent exhaustion is problematic in
the international trade context, because parallel imports are a key
issue for both, developed and developing economies.98 Also, the
Federal Circuit in Jazz Photo raised the issue sua sponte, and failed to
offer any convincing rationale for applying the territorial rule of
exhaustion.99 These factors indicate that the debate in the U.S. over
the doctrine of exhaustion is far from settled. It is likely that the
discrepancies in the application of patent exhaustion rules with other
WTO and TRIPs members will continue, unless the U.S. Supreme
Court reverses the Federal Circuit’s Jazz Photo holding.

97. Id. at 77-78.
98. See Verma, supra n. 62, at 535.
99. Barrett, supra n. 15, at 576.
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The Japanese Approach

Japan maintained an ambiguous stance on patent exhaustion
during TRIPs negotiations.100 Originally, the leading Japanese case on
exhaustion advanced a territorial rule, allowing domestic patent
holders to restrict parallel imports of second-hand pin-setting devices
from Australia.101 The Brunswick case dealt with a Japanese patent
owner with parallel patents for pin devices in Japan and Australia.102
The court reasoned that the initial Australian sale did not exhaust the
Japanese patent due to the national and independent nature of the
two patents.103 The Brunswick decision, however, was reversed by the
Tokyo High Court in Jap Auto Products Kabushiki Kaisha v. BBS
104
Kraftfahrzeugtechnik, which held that sale of patented Japanese
products outside of Japan exhausted the Japanese patent.105 The case
involved BBS, a German manufacturer of aluminum hubcaps and
owner of the hubcap patent invention in Germany and Japan, and
defendants Jap Auto Products and Raximex, Japanese companies
that purchased the products initially in Germany, but subsequently
imported the hubcaps into Japan.106 Relying on Brunswick, the Tokyo
district court treated the German and Japanese patents as
independent from each other, holding that the defendants’
importation of the aluminum wheels into Japan infringed the nonexhausted Japanese patent, even though the initial legitimate sale in
Germany exhausted the German patent.107 However, the Tokyo High
Court reversed the District Court, reasoning that BBS should only be
entitled to a single royalty from the sale of its patented hubcap
invention which took place in Germany, and thereby adopted an

100. Barfield, supra n. 64, at 200.
101. Verma, supra n. 62, at 540 (citing Brunswick Corp. v. Orion Kogyo Kabushiki, 1
Mutai/Saishu 160, Osaka Dist. Ct.) (June 9, 1969).
102. See Darren E. Donnelly, Parallel Trade and International Harmonization of the
Exhaustion of Rights Doctrine, 13 Computer & High Tech. L.J. 445, 485 (1997); Verma,
supra n. 62, at 540.
103. Verma, supra n. 62, at 540; Donnelly, supra n. 102, at 485.
104. Jap Auto Products Kabushiki Kaisha and Another v. BBS Kraftfahrzeugtechnik
AG; BBS v. Rashimex Japan Co. et al., Hanrei Jiho 3 (No. 1524) (March 23, 1995),
reproduced also in 27 IIC 550 (1996) – BBS Wheels II and 21 AIPPI (Japanese Gr.
Journal) 36 (1/1996).
105. Donnelly, supra n. 102, at 486.
106. Ako Shimada Williams, Student Author, International Exhaustion of Patent
Rights Doctrine: Is Japan’s Move a Step Forward or Back From the Current Harmonization
Effort?, 7 Det. C. L. Mich. St. U. J. Intl. L. & Prac. 327, 345 (1998).
107. Id. at 346.
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international rule of exhaustion (i.e. that sales overseas exhaust
domestic Japanese patents).108
The Supreme Court of Japan affirmed the decision of the Tokyo
High Court, unambiguously stating a modified rule of international
exhaustion.109 The Court’s main justifications for adopting an
international exhaustion rule were general free trade considerations
and the desire to harmonize Japan’s patent law on exhaustion with
earlier decisions on parallel imports of trademarked goods.110 The
Tokyo High Court’s reasoning is instructive, as it represents the most
fundamental argument in favor of the rule of international exhaustion
of patents in the international trade field; namely, advancing
consumer welfare and economic development:
If . . . one . . . examines whether considerable reasons exist for
balancing the legal protection of the patent holder against the
protection of the public interest in economic development, under
the aspect of legal considerations it makes no difference whether
the patent holder puts the goods into circulation abroad and can
determine the prices for the patented products at his discretion so
as to include compensation for the disclosure of his invention, or
whether there is a case of national exhaustion as described
above. . . . [T]he opportunity of the patent holder to receive
compensation for the disclosure of the invention is limited to one
opportunity. If one considers this issue under the decisive aspect of
the above-cited doctrine of national exhaustion in accordance with
economic development, it does not make any particular difference
whether the putting into circulation takes place within the country
or abroad. For the mere fact that national borders are crossed does
not constitute a sound reason why a second opportunity for
compensation for the disclosure of the invention should be allowed.
This holds true especially with regard to international trade, under
the auspices of which Japan’s economy and trade have experienced
extensive internationalization and significant progress as is widely
111
known.

108. Id. at 347.
109. BBS Kraftfahrzeugtechnik AG v. Rashimekkusu Japan Co. Ltd. and JAP Auto
Prod. Co., Ltd, Sup. Ct. Japan (July 1, 1997) [translated in 29 Int’l. Rev. Indus Prop &
Copy. 331]; Williams, supra n. 106, at 347 (the Japanese Supreme Court recognized a
contracts and notice exemption to the default rule of international exhaustion); See also
Jehoram, supra n. 67, at 510.
110. See Verma, supra n. 62, at 540-542.
111. Joseph Straus, Implications of the TRIPs Agreement in the Field of Patent Law, in
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The overview above indicates that Japan currently subscribes to
a modified international rule of exhaustion, where Japanese patent
holders have to specifically restrict the initial purchasers of their
products in order to prevent subsequent parallel importing to
Japan.112 The Jazz Photo decision is in direct conflict with the BBS
ruling. Countries like Japan and the U.S. should try to harmonize
their patent protection laws and achieve uniformity with respect to
bilateral trade relations and vis-à-vis the rest of the world.113
According to at least one author, if harmonization among
developed economies on the issue of exhaustion is the primary goal in
international intellectual property protection, then domestic
exhaustion rules like that advanced in Jazz Photo cannot be the
answer.114 The U.S. has traditionally exercised substantial influence
over global intellectual property issues, and it seems that it is up to
the U.S. patent holders to compromise in favor of modified
international exhaustion rules in order to move towards lowering of
non-tariff trade barriers.115 The underlying rationale for granting
patent monopolies is to encourage valuable innovations, which can
ultimately be commercialized and delivered to the public for useful
applications.116 However, even patent monopolies are limited in scope
and duration so as not to thwart competition that benefits the
consumer in the long-run.117 A modified international exhaustion rule
or a rule of selective international exhaustion that would allow
restricting parallel imports only in specific situations appear to be
reasonable compromises for patent holders.118
3.

The E.U. Approach

The position of the European Community on patent exhaustion
is unique due to its continuous push towards economic and political
From GATT To TRIPs – The Agreement on Trade-Related Aspects of Intellectual Property
Rights 160, 193-94 (Friedrich-Karl Beier & Gerhard Schricker, eds. 1996).
112. Williams, supra n. 106, at 349-350.
113. Id. at 354-355.
114. Id. at 356.
115. Id.
116. Writings of Thomas Jefferson at 47, 75-76 (Ford ed., 1895).
117. 35 U.S.C. § 154(a)(1) (2000) provides that a patentee can “[e]xclude others from
making, using, offering for sale, or selling the invention throughout the United States or
importing the invention into the United States . . .”, while section154(a)(2) limits the
patent term to 20 years.
118. Williams, supra n. 106, at 356. Under the selective rule of international
exhaustion, only certain classes of patented products would be subject to international
exhaustion. Specifically, products such as pharmaceutical drugs, electrical and industrial
goods could be exempted from the general rule of international exhaustion.
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integration among the E.U. members. In the trade context, the
European Economic Community Treaty (“Treaty of Rome”) requires
E.U. members to eliminate trade barriers within the E.U. market.119
For example, Article 85(1) of the Treaty of Rome states that any
arrangements that “ . . . preven[t], restrict[t], or distor[t] . . .
competition [are prohibited].”120 Presumably, restrictions created by
European courts, which prohibit parallel imports by imposing a
domestic rule of patent exhaustion for products traded between
European Community members would conflict with this prohibition.
Likewise, Article 30 of the Rome Treaty forbids any “[q]uantitative
restrictions on imports and all measures having equivalent effect . . .
between Member States.”121 Moreover, the recent creation of the
European Monetary Union (EMU) in 1999,122 and the official
introduction of the Euro in 2002, were additional steps taken by the
E.U. to increase freedom of trade, capital mobility, and move closer
towards the single common market in goods and services.
With the general goal of European economic integration in mind,
the European Court of Justice (ECJ) has applied exhaustion
principles aggressively with respect to products sold in E.U. countries,
permitting parallel imports in situations where the goods were placed
in another E.U. member’s market with the domestic patent owner’s
consent.123 According to Stack, the ECJ “considers integration of the
internal market to be of primary importance,” and will limit the
extent of domestic intellectual property rights to achieve that goal.124
There have been several key decisions by the ECJ on the issue of
patent exhaustion, with the general rule of regional or Communitywide exhaustion emerging from the opinions.125 Centrafarm BV v.
126
Sterling Drug Incorporated represents one of the leading European
cases setting forth the regional rule of exhaustion. The case involved a
119. Treaty Establishing the European Community as amended by subsequent Treaties
(Mar. 25, 1957), <http://www.hri.org/MFA/foreign/treaties/Rome57> [hereinafter “Treaty
of Rome”].
120. Id., Art. 85(1) <http://www.hri.org/MFA/foreign/treaties/Rome57/part3.txt>
(Mar. 25, 1957).
121. Id., Art. 30.
122. The EMU is the single currency euro area, composed of E.U. members that met
certain economic criteria with respect to their monetary, fiscal policies, and exchange rate
policies by 1999. Currently, EMU members include: Germany, Austria, France, Finland,
Netherlands, Belgium, Luxembourg, Spain, Portugal, Ireland, Italy, and Greece.
123. Alexander Stack, Student Author, TRIPs, Patent Exhaustion and Parallel
Imports, 1 J. World Intell. Prop. 657, 676 (1998).
124. Id. at 678.
125. See Chiapetta, supra n. 89, at 349; Verma, supra n. 62, at 547.
126. Case 15/74, 1974 E.C.R. 1147.
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pharmaceutical company (Sterling) that held Dutch and United
Kingdom (U.K.) patents on its drug, and had licensed its patents in
both markets.127 Sterling’s U.K. licensee Centrafarm imported the
drug from the U.K. into the Netherlands, and Sterling sued
Centrafarm for patent infringement.128 The ECJ ruled that such
partitioning of Member markets by Sterling was not permissible given
the common market rules against trade restrictions.129 The ECJ’s
reasoning in Sterling is particularly relevant, because it is
fundamentally similar to the Japanese Supreme Court’s reasoning in
the BBS case:
[O]bstacles to free movement may be justifiable for reasons of
protection of industrial property when the protection is invoked
against a product coming from a Member State in which it is not
patentable and has been manufactured by third parties without the
consent of the patentee or where the original patentees are legally
and economically independent of each other; the derogation to the
principle of free movement of goods is not justified when the
product has been lawfully put by the patentee himself or with his
consent, on the market of the Member State from which it is being
imported, e.g. in the case of a holder of parallel patents.
If a patentee could forbid the import of protected products which
had been marketed in another Member State by him or with his
consent he would be enabled to partition the national markets and
thus to maintain a restriction on the trade between the Member
States without such a restriction being necessary for him to enjoy
the substance of the exclusive rights deriving from the parallel
130
patents.

ECJ’s reasoning parallels the Japanese Supreme Court emphasis
in BBS: promote free trade, and restrict the patent holder’s economic
return on the patented product to a single opportunity. The ECJ was
even more explicit in Merck v. Stephar,131 holding that a
pharmaceutical company that was distributing its product in Holland
under a patent and in Italy without a patent, could not prevent the

127.
128.
129.
130.
131.

Stack, supra n. 123, at 679.
Id.
Id. at 679-680.
Id. at 680.
Case 187/80 Merck & Co. v. Stephar, E.C.R. 2063; 1981 3 C.M.L.R. 463 (1981).
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importation of the product from Italy to Holland once the drug was
marketed with the company’s consent in the Italian market:
[The] right of first placing a product on the market . . . enables the
inventor, by allowing him a monopoly in exploiting his product, to
obtain the reward for his creative effort without, however,
guaranteeing that he will obtain such a reward in all circumstances.
[I]t is for the proprietor of the patent to decide . . . under what
conditions he will sell his product, [including the possibility of
marketing it in a Member State] where the law does not provide
patent protection for the patent in question . . . [If he decides to do
so], he must then accept the consequences of his choice as regards
the free movement of the product within the Common Market,
which is a fundamental principle forming part of the legal and
economic circumstances which must be taken into account by the
proprietor of the patent in determining the manner in which his
132
exclusive right will be exercised.

The ECJ has reiterated this reasoning in several recent patent
decisions, stressing that the act of introducing a product in the
European common market exhausted the owner’s rights for the rest
of the European Community members, regardless of whether the
patent-holder marketed the good in some E.U. markets without
patent protection.133
However, the ECJ has not applied the same “regional
exhaustion” logic to goods originating outside the European common
market, which seems to imply that the second justification offered for
regional exhaustion – preventing the patent owner from controlling
the fate of the patent product after the first authorized sale – is not
viewed with the same importance by the court in the international
trade context.134 One commentator explains the inconsistency in ECJ’s
position by suggesting that the main reason the intra-E.U. exhaustion
rule exists is because all E.U. members have made a conscious
political and economic decision that the benefits derived from
creating an integrated and fluid single-market free trade area
outweigh the short-run costs to the holder of parallel intellectual
property rights.135 In essence, the E.U. members have integrated their
132.
133.
134.
135.

Id.; Stack, supra n. 123, at 680.
Verma, supra n. 62, at 548-549.
See Stack, supra n. 123, at 681; Chiapetta, supra n. 89, at 349.
Chiapetta, supra n. 89, at 349-350.
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cost-benefit analysis, and considered the overall economic benefits to
the common market, as well as the costs to the individual patent
holders.136 The author argues, however, that such “common-market”
justification does not work when an outsider country is involved,
because the evaluation of costs and benefits becomes unclear.137 Other
commentators have also suggested that international exhaustion rules
should be limited to markets in which sophisticated rules of free trade
exist, such as the EEA (European Economic Area) and NAFTA.138
Overall, while the E.U. applies a territorial rule of patent
exhaustion with respect to goods originating in non-E.U. countries,
there is at least some indication that developed countries may be
realizing the long-term benefits of the less restrictive international
rule of patent exhaustion. Japan, Australia, New Zealand, as well as
the U.S. (prior to Jazz Photo) are examples of international
exhaustion regimes. The decision of the Japanese Supreme Court is
particularly important because Japan is a key player in international
trade and treaty negotiations. The Jazz Photo ruling not only deviates
from the position adopted by the Japanese Supreme Court, but also
ignores some of the appealing justifications for international
exhaustions, such as the need for harmonization and the lowering of
trade barriers. The Federal Circuit’s decision places the U.S. in direct
conflict with Japan, without mentioning the free trade goals
embodied in the TRIPs Agreement, and the importance of
harmonizing international intellectual property rights protection. The
next section discusses some of the harmonization problems created by
the Jazz Photo holding in light of developing countries’ adherence to
an international rule of patent exhaustion.
C.

Implications of Jazz Photo to Developing Countries and Harmonization
Problems

The patent holder’s exhaustion rights were a key issue of debate
between the developed and developing countries during the TRIPs
negotiations.139 Generally, the developing countries prefer the
international rule of exhaustion because it can provide them with
access to lower prices for various products.140 The developing
136. Id.
137. Id.
138. David Perkins et. al., International Exhaustion of Intellectual Property Rights, 533
P.L.I./Pat 149, 152 (1998).
139. See Pacon, supra n. 69, at 337; Verma, supra n. 62, at 562.
140. Alan O. Sykes, TRIPs, Pharmaceuticals, Developing Countries, and the DOHA
“Solution”, 3 Chi. J. Intl. L. 47, 53 (2002).
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countries are particularly interested in being able to engage in parallel
importing of HIV/AIDS drugs from markets where prices for these
medicines are lower.141 Sykes provides a simple example of the
developing countries’ rationale in his article.142 The example also
illustrates that developed countries resist the international exhaustion
rule because it prevents them from using their multi-country patent
rights to “partition markets”:143
Suppose that a pharmaceutical patent holder sells a drug into
Country A’s market for $ 1 per unit. In Country B’s market, by
contrast, the patent holder prefers to charge $ 2 per unit. If the
patent holder’s rights are “exhausted” following the sale in country
A, then the patent holder has no right to prevent buyers in Country
B from importing the drug from Country A and undercutting the
patent holder’s desired price in country B. In that event, the ability
of the patent holder to price discriminate across markets (absent
substantial transport costs or important tariff barriers) will be
destroyed. Likewise, developing countries that face relatively high
prices for a particular drug when it is sold directly into its market by
a patent holder may be able to ameliorate the problem by
importing the drug from another country where a lower price is
charged. Such imports are termed “parallel imports” in WTO
parlance, and the resolution of the “exhaustion” issue thus
determines whether a patent holder has a legal right to require
nations in which it holds a valid patent to prevent parallel
144
imports.

Developing countries, particularly South Africa, Malaysia,
Indonesia, Philippines, and Brazil, have legitimate reasons to push for
the international rule of exhaustion.145 In South Africa, a nation with a
very high rate of HIV infection, the annual per capita cost of AIDS
related therapy is $12,000.146 In India, where AZT147 is not patented
(i.e., it is produced generically), the monthly cost of the drug
treatment is $48, as compared to $239 in the U.S. where AZT enjoys
patent protection, while 150 mg of an HIV medicine fluconazole costs
141.
142.
143.
144.
145.
146.
147.

Pacon, supra n. 69, at 337.
Sykes, supra n. 140, at 53.
Pacon, supra n. 69, at 337.
Sykes, supra n. 140, at 53.
Id. at 47-48.
Id.
AZT is one of the main drugs used to combat the AIDS virus.
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$55 in the Indian market (again, no patent protection), as opposed to
$697 in Malaysia, $703 in Indonesia, and $817 in the Philippines
where patent protection exists.148 Countries like India and South
Africa stress that their citizens cannot purchase expensive
pharmaceutical drugs, and that they should be able to purchase drugs
made under compulsory licenses in other TRIPs nations.149
The position of the developed countries has generally been at
odds with the developing countries’ preference for the international
rule of exhaustion.150 This is true despite the fact that U.S. courts had
generally adhered to a modified rule of international exhaustion prior
to the Jazz Photo ruling.151 For example, a recent statement from
PhRMA152 echoes the concern of U.S. pharmaceutical companies that
a broad interpretation of TRIPs forces them to provide compulsory
licenses in developing countries with deficient patent protection
systems:
In an environment of strong protection for patent rights, TRIPs
provides limited exceptions where, in cases of extreme urgency,
compulsory licensing may complement generally high levels of
protection. Unfortunately, at this time, these conditions do not
153
prevail in countries where compulsory licensing is practiced.

As discussed in Subsection III.A.3 of this article, the compulsory
licensing provisions in Article 31 not only effectively prevent the U.S.
pharmaceutical patent holder from receiving a higher financial
benefit when selling the patented product (i.e., the patent holder is
likely to receive a smaller gain in granting the compulsory license),
but also restrict the U.S. patent holder’s ability to prevent the parallel
importation of the drug into one developing country from another.
Alternatively, a country with non-existent or deficient patent
protection can produce the U.S.-patented drugs generically, without
resorting to a compulsory license, and a poor neighboring country
could simply purchase the drugs at a lower price by authorizing

148. Sykes, supra n. 140, at 47.
149. Nerozzi, supra n. 19, at 619.
150. See Nerozzi, supra n. 19, at 615; Verma, supra n. 62, at 562-563; Pacon, supra n.
69, at 337.
151. Barrett, supra n. 2, at 919.
152. Pharmaceutical Research and Manufacturers of America (most U.S.
pharmaceutical companies are members).
153. Nerozzi, supra n. 19, at 616 (citing PhRMA, Pharmaceutical Industry Profile 2001,
103-104).
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parallel imports.154 In fact, this was the situation surrounding South
Africa’s Medicines and Related Substances Act of 1997, which
authorized the South African government to import genericallyproduced anti-AIDS drugs from India and Brazil, where these drugs
were made at a much lower cost.155 The Clinton Administration
objected vehemently to this legislation, as it essentially prevented
American pharmaceutical companies from deriving any kind of profit
from sales of patented AIDS drugs in South Africa.156
The current structure of TRIPs reflects the disagreement
between advanced market economies and the developing world over
the issue of patent exhaustion, especially as it applies to the parallel
importing of pharmaceutical drugs. Article 6 of TRIPs maintains the
“status quo” by leaving the exhaustion issue out of the agreement and
allowing members to adopt their own rules with respect to patent
exhaustion.157 Pharmaceutical companies continue to push for a
territorial rule of exhaustion, which would provide patent holders
with more control over the subsequent disposition of their products,
and allow them to engage in price segmentation in various developing
country markets by restricting parallel imports.158 However, despite
these legitimate interests of U.S. pharmaceutical companies, U.S.
adherence to a territorial rule of exhaustion and its opposition to the
parallel importing of generically produced AIDS drugs does not seem
justified under Articles 6 and 31 of TRIPs which authorize
compulsory licensing and parallel importation of such products, so
long as the compulsory license is granted for a limited time, with
adequate remuneration, is primarily intended to supply the local
market, and is justified by extreme circumstances.159
The Jazz Photo decision contributes to the uncertainty and
debate surrounding the issue of patent exhaustion between U.S. and
developing countries. Developing countries continue to push for
international exhaustion, more compulsory licensing of patented
medications, and parallel imports of pharmaceutical drugs from
markets with lower prices.160 In fact, the recent Doha Declaration,
154. Patrick L. Wojahn, Comment: A Conflict of Rights: Intellectual Property Under
TRIPs, The Right to Health, and AIDS Drugs, 6 UCLA J. Intl. L. & For. Aff. 463, 487-488
(2002).
155. Angela G. Thornton-Millard, Intellectual Property Rights and the AIDS Epidemic
in Sub-Saharan Africa, 11 Transnatl. L. & Contemp. Probs. 517, 521 (2001).
156. Id. at 520-521.
157. Pacon, supra n. 69, at 337.
158. See Nerozzi, supra n. 19, at 615; Pacon, supra n. 69, at 337.
159. TRIPs Agreement, Article 31.
160. Sykes, supra n. 140, at 48.
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which attempted to clarify ambiguous TRIPs provisions and
obligations, suggests that the issue of patent exhaustion is far from
being resolved, and that developing countries will push for
international exhaustion so long as the income level and legal system
disparities persist and the AIDS crisis continues.161
Additionally, Jazz Photo conflicts with the underlying objectives
of the WTO and TRIPs member countries to promote free trade,
decrease protectionism, and harmonize intellectual property
protection standards.162 The adoption of the rigid territorial
exhaustion position by the Federal Circuit is inconsistent with these
free trade and globalization ideals.163 For example, Yusuf and von
Hase argue:
[A] territorial regime of exhaustion is no longer justifiable in view
of the increasing globalization of the world economy, the efforts for
greater liberalization of international trade, and the drive towards
the establishment of internationally uniform standards
of
intellectual property protection and their incorporation into a
164
[WTO]-based international trading system.

Professor Abbott has also asserted that allowing free movement
of goods across national boundaries encourages increased efficiency
and specialization, resulting in greater output of products.165
Moreover, it does not seem to be a particularly forward-looking
long-term trade negotiation strategy to continue alienating
developing countries by adhering to the territorial exhaustion rule,
which limits parallel imports of AIDS-related drugs that many of
these countries need desperately. Prior to the Jazz Photo decision,
developing countries could at least point to the U.S. courts’ decisions
in Curtiss Aeroplane, Sanofi, and Kabushiki Kaisha, which indicated
that the U.S. was not opposed to parallel importing in situations
where the patent holder did not expressly restrict the initial sale by
contract.166 This modified rule of international exhaustion which
existed prior to Jazz Photo, coupled with the Japanese switch to
161. Id. at 48.
162. TRIPs Agreement Preamble.
163. See Abbott, supra n. 73, at 611-612 (1998); Abdulquwia A. Yusuf and Andres
Moncayo von Hase, Intellectual Property Protection and International Trade, 16 World
Competition: L. & Econ. Rev. 115, 116 (1992); Barrett, supra n. 2, at 577-578.
164. Yusuf and von Hase, supra n. 163, at 116.
165. Abbott, supra n. 73, at 611.
166. 266 F. at 72; 565 F. Supp. at 938; 690 F. Supp. at 1339.
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international exhaustion in the BBS decision and the ECJ’s
adherence to E.U.-wide exhaustion rules, provided groundwork from
which the U.S. could hope to compromise and negotiate with
developing countries on other trade issues within the WTO
framework.167 While the Federal Circuit’s ruling does not directly
determine the legality of importing U.S.-sold goods into other
countries without prior approval from the U.S. patent holder, one
could argue that the holding is indicative of the U.S. pharmaceutical
sector’s opposition to parallel imports to developing countries. At a
minimum, the Jazz Photo holding is inconsistent with the emphasis
on the free movement of goods that developing countries achieved in
GATT and WTO.168 The Doha Declaration re-emphasized the right
of developing countries to engage in parallel importing and
compulsory licensing to gain access to essential medical products, and
re-affirmed their ability to adopt an international rule of exhaustion,
as well as to define a “national emergency” according to their own
criteria to meet this goal.169
Finally, it is not entirely clear that the territorial rule of
exhaustion is advantageous for developed economies, including the
U.S., vis-à-vis their developing counterparts.170 Traditionally, the U.S.
has argued that as a “net creator of intellectual products” it stands to
benefit from continuously servicing external markets with intellectual
property goods under the territorial rule, because such a regime
permits U.S. intellectual property owners with patents in various
developing nations to collect gains from each individual market by
restricting parallel imports between them and engaging in price
segmentation.171 However, this position does not account for the fact
that other developed economies (e.g., the E.U. and Japan) have
chosen to adopt an international rule of exhaustion, which eliminates
the continuous wealth flow from developing countries to developed
economies.172 Second, it is unclear whether the benefit gained by the
U.S. patent holder from restricting parallel imports and price
discrimination in developing markets outweighs the cost to the
American consumers resulting from the limits on domestic price

167. See Barrett, supra n. 15, at 577-578.
168. Id. at 578.
169. See Doha Ministerial Declaration on the TRIPs Agreement and Public Health,
Nov. 14, 2001, 41 I.L.M. 755 (2002).
170. See Chiapetta, supra n. 89, at 352-353.
171. Id. at 351-352.
172. Id.
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competition.173 In a country like the U.S. where domestic prices of
intellectual products are higher compared to developing countries,
allowing parallel imports to come in under the international
exhaustion rule would give U.S. consumers an opportunity to
purchase intellectual goods at lower cost.174 Thus, even though
domestic intellectual property owners will lose some of their income
streams under the territorial rule, eliminating artificially high prices
through increased competition under the international exhaustion
regime may actually provide substantial benefits.175 The argument can
at least be made that other developed net exporters of intellectual
property goods (such as Japan) have decided that the balance tips in
favor of international exhaustion.176

IV. Proposal
The Federal Circuit’s switch to the rule of territorial exhaustion
is ill-advised, given the international efforts to harmonize patent
protection and open borders to free movement of commercial goods.
Because patent laws are at the core of international economic
development, it is critical to achieve a level of uniformity that would
help facilitate “free movement of technology, merchandise and
services worldwide.”177 The U.S. adherence to a rigid rule of territorial
exhaustion is inconsistent with the above goals.
Even though the E.U. continues to adhere to a territorial rule of
exhaustion vis-à-vis non-members, there has been an increasing
movement in the international community towards a system of
international exhaustion by certain developed economies like Japan,
Australia, New Zealand, and Canada, as well as by many developing
countries.178 The Japanese Supreme Court’s reasoning behind
applying a rule of international exhaustion with respect to parallel
imports in the BBS decision is appealing because of its simplicity and
consistency with the underlying goals of TRIPs and WTO.179 By
limiting the patent holder’s ability to receive compensation for the
disclosure of the invention to one opportunity, the Japanese Supreme
Court underscored the point that it is irrelevant whether that first
disclosure took place, in the domestic market or abroad, and that the
173.
174.
175.
176.
177.
178.
179.

Id. at 352-353.
Id.
Id. at 353.
Id.
Donnelly, supra n. 102, at 496-497.
Correa, supra n. 73, at 86-87.
See Straus, supra n. 111, at 193.
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policy of patent law to reward the inventor for his creativity is
completely satisfied when he or she collects the financial return
once.180 The court also emphasized that international trade and
economic integration, which are key for economic growth and
development, are also central factors for applying a doctrine of
international exhaustion with respect to parallel imports of patented
goods.181 Canada also applies a limited rule of international
exhaustion in cases where the owner of parallel Canadian and foreign
patents places the goods initially on the foreign market, permitting
parallel importation in such a scenario.182 Finally, developing nations
continue to support international exhaustion, and international
organizations have published several studies that seem to justify their
position.183 For example, Argentina has applied an international
patent exhaustion rule since 1995, establishing that once the patented
product has been lawfully placed on the market in any country, the
subsequent buyer or dealer of that product cannot be sued for
infringement (i.e., parallel importation is permitted).184 Countries
belonging to the ANDEAN Group185 have had in place Article 34(d)
of their Common Regime on Industrial Property since 1993, which
provides that the patent holder cannot prevent “importation of the
patented product that has been marketed in any country with the
consent of the owner, a licensee or any other authorized person.”186
Reports from the Secretariat of the United Nations Conference on
Trade and Development (prepared for WIPO) and the World Health
Organization have supported the developing countries’ stance,
arguing that Article 6 of the TRIPs Agreement permits the adoption
of an international rule of patent exhaustion, and that parallel
importation of patented products can be viewed as a legitimate
exception under TRIPs Articles 30 and 31.187

180. Id. at 193-194 (stating that the “mere fact that national borders are crossed does
not constitute a sound reason why a second opportunity for compensation for the
disclosure of the invention should be allowed”).
181. See id.
182. Stack, supra n. 123, at 675.
183. Correa, supra n. 73, at 86-87.
184. Id. at 87 (emphasis added).
185. The ANDEAN Group is composed of Bolivia, Colombia, Ecuador, Peru and
Venezuela. Ananova, Andean Presidents Agree to Create Free Trade Zone,
<http://www.ananova.com/business/story/sm_50882.html?menu=> (Jan. 31, 2002).
186. Correa, supra n. 73, at 87.
187. Id. at 86.
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Moreover, the E.U. is scheduled to admit ten more members
from Eastern and Central Europe in 2004.188 The E.U. will require
these countries to comply with EC treaties, including the obligations
of members to harmonize their patent protection systems. The newly
admitted countries will likely follow the E.U. policy of regional
exhaustion, but it is also quite possible that they will push for an
international rule of exhaustion vis-à-vis non-E.U. members, as these
countries, much like developing nations in the Third World, depend
on exports for economic growth. This pressure from the developing
countries for international exhaustion is difficult to ignore, especially
given the fact that a number of studies have supported the idea that
international exhaustion is permitted by the current TRIPs
framework.189
The move towards the rule of international exhaustion is also
taking place in the field of copyrights and trademarks, both in the
U.S. and abroad.190 Most notably, the U.S. Supreme Court’s decision
in Quality King construed the Copyright Act to restrict the U.S.
copyright owner’s ability to control the importation of products
initially manufactured in the U.S. and sold overseas.191 With respect to
trademarks, the U.S. Supreme Court has also held that the American
trademark owner cannot block parallel imports in situations where
the owner or an affiliate sold the goods abroad, and the imported
goods did not differ materially from the products produced by the
domestic trademark owner.192 Australia has also followed
international exhaustion with respect to trademarks and copyrights.193
Finally, the ECJ’s Silhouette194 decision that prohibited E.U. members
from applying an international exhaustion of trademarks rule as part
of their national laws due to conflict with Article 7 of the Trademark
Directive, has been criticized in the U.K.195 Thus, it seems that the
188. These members include: Cyprus, Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Malta, Poland, Slovakia and Slovenia. Ananova, EU 2004 Candidates Want To
Join Talks On Constitution - Poland’s Hubner <http://pda.ananova.net/business/story/
sm_711639.html?menu= business.story> (Nov. 18, 2002).
189. Correa, supra n. 73, at 86.
190. Id. at 87; Barrett, supra n. 15, at 576-577.
191. Quality King Distributors, Inc. v. L’anza Research Intl., Inc., 523 U.S. 135, 151-52
(1998).
192. See K-Mart Corp. v. Cartier, Inc., 486 U.S. 281, 294 (1988) (establishing a
modified rule of international exhaustion for trademark owners based on Lanham Act §§
32 and 42).
193. Correa, supra n. 73, at 87.
194. Case C-355/96, Silhouette International Schmied GmbH & Co. KG v. Hartlauer
Handelsgesellschaft mbH, [1998] E.C.R. 1-4799, [1998] 2 C.M.L.R. 953 (1998).
195. Perkins, supra n. 138, at 204.
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Jazz Photo holding prohibiting parallel imports of patented goods is
inconsistent with U.S. jurisprudence allowing such parallel trade in
copyrighted and trademarked goods, and may be in conflict with a
developing trend towards international exhaustion of trademarks and
copyrights.196
A rule of international exhaustion that permits parallel imports is
consistent with the plain text of Article 6 of TRIPs, and should be
preferred given the underlying policy of the WTO to increase
international trade, foster economic integration, and harmonize
intellectual property protection rules. Moreover, one could view
parallel imports as a legitimate Article 31 exception that a TRIPs
member could invoke as a matter of national law to meet a national
emergency or some other overriding public interest.197 Thus, despite
the fact that there have not been conclusive economic studies to
clearly support either the territorial or international position,198
continued pressure by the U.S. pharmaceutical sector to force other
TRIPs members to follow territorial exhaustion rules is not
justified.199
The overriding goal of the WTO is to create a global common
trading market by limiting trade distortions created by artificial
restrictions on free movement of goods across international borders.200
Implicit in this goal is the assumption by major world trading nations
that the benefits of long-term economic integration outweigh the
rationale for protectionism. A territorial rule of exhaustion, assuming
that parallel imports indeed have a substantial harmful effect on the
patent holder’s ability to exploit the domestic market, is protectionist
at its core, and therefore inconsistent with the free movement of
goods across national borders envisioned by the WTO.201 The
Japanese Supreme Court emphasized this idea in the BBS case. It
argued that freedom of trade is fundamentally more valuable than the
local interests of patent owners, especially when those patent holders

196. Correa, supra n. 73, at 87; Barrett, supra n. 15, at 576.
197. See Correa, supra n. 73, at 86-87.
198. See Abbott, supra n. 73, at 613. In fact, advocating that the international rule of
exhaustion among countries with different level of economic development and distinct
legal environments may not be justified in the absence of in-depth economic analysis of
the exhaustion question. See Perkins, supra n. 138, at 204. Because the effect of parallel
imports on overall consumer welfare has not been quantified, it is difficult to argue that an
international rule of exhaustion would necessarily benefit a particular country
domestically.
199. See Abbott, supra n. 45, at 72.
200. See Chiapetta, supra n. 89, at 390.
201. Id.
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have already recouped a royalty or license fee when they sold their
patented invention abroad.202 It may be a long time before developed
and developing countries reach a uniform position on intellectual
property rights exhaustion, but elimination of trade barriers
throughout the world and growing economic interdependence should
reduce the conflict between varying national views.203 The Doha
Declaration and the TRIPs General Council’s directive to study the
problems facing developing countries that cannot take advantage of
compulsory licensing provisions, and instead opt for an international
exhaustion regime that authorizes parallel imports is a key step
towards harmonization of patent exhaustion rules.204
The Jazz Photo ruling undermines the WTO’s economic
integration and free trade agenda, giving more weight to the interests
of domestic intellectual property owners. At the same time, the
holding lacks empirical support that would confirm the superiority of
the territorial approach. Moreover, the overall TRIPs framework
permits the application of an international rule of exhaustion, and
many developing nations and Japan have moved in that direction.
A rigid policy of territorial exhaustion is probably not the best
long-term trade strategy in light of the continued adherence of
developing countries to an international rule of exhaustion. While the
Jazz Photo ruling does not necessarily answer the question of
whether parallel importation into a country other than the U.S. would
be legal, it does carry an overall negative signal toward parallel
imports in general. Again, this position would likely alienate the
developing countries already in TRIPs, especially given that Article 6
of the TRIPs Agreement clearly gives them the right to apply an
international rule of exhaustion with respect to parallel importing.

V. Conclusion
In deciding to apply a territorial rule of exhaustion, which
prohibits parallel importation of patented goods sold abroad by the
U.S. patent holder, the Federal Circuit took a step back from the free
trade policies embodied in TRIPs and the WTO. The decision was
not supported by the existing U.S. jurisprudence on parallel imports
of patented goods, which favored a modified rule of international
exhaustion in the context of patents, copyrights, and trademarks.

202. See Strauss, supra n. 111, at 193.
203. See Chiapetta, supra n. 89, at 390-391.
204. See Doha Ministerial Declaration on the TRIPs Agreement and Public Health,
Art. 6, 41 I.L.M. 755.
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Moreover, the Jazz Photo holding was inconsistent with the position
adopted by the Japanese Supreme Court in a recent decision, as well
as the position adhered to by most developing countries.
While a flat rule permitting parallel imports may be difficult to
achieve immediately, such a rule is a preferable long-term strategy in
the context of international intellectual property protection. With
continued economic integration and growth of free trade areas,
economic conditions between developed and developing regions will
converge, making a protectionist territorial exhaustion stance less
desirable. Moreover, even though economic literature on the subject
of parallel imports is lacking, harmonization of intellectual property
standards and reduction of trade barriers are goals that all TRIPs and
WTO parties have agreed to, and a move toward a modified rule of
international exhaustion is more consistent with these objectives. If
TRIPs is to be successful, disagreement over exhaustion rules has to
be resolved, and Jazz Photo represents a step back from the move
towards uniformity.

